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Introduction 

On February 26, 2001, Mountain Pass Utility Company (“Mountain Pass” or 
“Company”) filed an application requesting authorization to issue up to $7,200,000 in stock 
equity to the shareholders of the Company. The proceeds of the proposed stock issuance are to 
be used to fund the Company’s initial sewer infrastructure. Public notice of the proposed 
transaction was published on February 24,2001. 

Background 

The Arizona Corporation Commission (“Commission”) granted Mountain Pass a 
Certificate of Convenience and Necessity (“CC&N”) to provide wastewater service in Decision 
No. 62757, dated July 25, 2000. Decision No. 62757 also ordered Mountain Pass to file a copy 
of its Arizona Department of Environmental Quality (“ADEQ’) Approval to Construct within 
365 days of the Decision. 

The Company’s service area includes a proposed 2,500-acre planned residential 
community known as SaddleBrooke Ranch located northeast of Oracle Junction in Pinal County, 
Arizona, approximately 30 miles north of Tucson. The Company presently does not serve any 
customers. However, it is anticipated that Mountain Pass will provide wastewater services to a 
master planned retirement community that will have approximately 6,200 homes at build-out. 

Purpose of the Proposed Financing 

Funds provided by the proposed $7,200,000 stock issuance will be used to pay for the 
design and construction of the Company’s initial sewer infrastructure. These projects include the 
following: 

Table 1 

Capital Items Amount 
Phase I WWTP (600,000 GPD) and $4,347,000 
Recharge basins 
Initial collection system 
Initial lift stations, 2 each 
Effluent lines 
Land 
Generator, vehicle and other equipment 
Engineering and Permits @ 10% 
Operating Losses 
Subtotal 

1,500,000 
300,000 
150,000 
70,000 
65,000 

643,200 
66,599 

7,141,799 
$7.200.000 
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Staff Engineering has reviewed the Company’s application and considers the projected 
designated construction costs to be reasonable and appropriate. However, the Company’s 
proposal to finance operating losses with equity violates A.R.S. tj 40-301 .A. Staff acknowledges 
the Company’s financial need for working capital. Therefore, Staff recommends that $70,000 be 
authorized to be used as working capital. 

Staff Analysis 

The Company proposes to fund the entire $7,200,000 via the issuance of stock equity. 
Hence, the Company is proposing to finance 100 percent of its initial plant with equity. 
According to its application, Mountain Pass ultimately desires to maintain an overall balance in 
its capital structure. However, because the Company believes it will not have sufficient cash 
flow in its beginning years to service debt, it is proposing to finance its initial sewer 
infrastructure with equity. The Company will seek authority to introduce long-term debt into its 
capital structure as the development grows. 

While the Company’s proposal is generally consistent with sound financial practices, it 
may expose Mountain Pass to unnecessary risk related to the success and growth of the master 
planned community. Therefore, Staff recommends that line extension items, specifically the 
collection system, be financed by advances in aid of construction (“ALACs”). 

An AIAC is a contract between a developer and a utility. An AIAC provides for the 
developer to finance the initial cost of a line extension. If the development is successful and the 
utility generates revenues from new customers on the line extension, then the utility refunds a 
percentage of those revenues to the developer over time. Thus, the developer retains the risk of 
the development being a success. 

The Company’s proposal to fund line extension items with equity may have a negative 
economic impact on ratepayers. Unlike equity, AIACs are a zero-cost source of capital. 
Therefore, the Company’s proposal to finance line extension items with equity unnecessarily 
increases the capital financing costs of the line extension. By financing line extensions with 
AIACs, the Company could reduce its own capital requirements, rate base, and cost of service. 
Further, the use of AIACs to finance main extension items avoids the effect of existing 
ratepayers paying for both the capacity they use and the capacity that is reserved for future 
customers. This situation occurs when the capacity of a line extension is less than fully utilized, 
included in rate base, and financed by equity or debt. 
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Conclusions and Recommendations 

Staff recommends that the Commission authorize Mountain Pass to issue up to 
This amount represents the Company's requested financing 

The 
$5,700,000 in stock equity. 
authorization of $7,200,000, less $1,500,000 related to the initial collection system. 
Company should finance the collection system with AIACs, a zero-cost source of capital. 

Based on the information provided by Mountain Pass and the above analysis, the 
proposed financing, as adjusted by Staff, is for lawful purposes, within the corporate powers of 
the applicant, is compatible with the public interest, with sound financial practices, with the 
proper performance by the applicant of service as a public service corporation and will not 
impair its ability to perform that service. 

Staff recommends that Mountain Pass be authorized to issue up to $5,700,000 in stock 
equity for the purposes illustrated in the following table: 

Table 2 

Capital Items Amount 
Phase I WWTP (600,000 GPD) and $4,347,000 
Recharge basins 
Initial lift stations 300,000 
Effluent lines 150,000 
Land 70,000 
Generator, vehicle and other equipment 65,000 
Engineering and Permits @ 10% 643,200 
Working capital 70,000 
Subtotal 5,645,200 
Total financing requested (rounded) $5,700,000 

Staff further recommends that Mountain Pass file a copy of its ADEQ Approval to 
Construct within thirty days of an order in this matter if it has not already done so. 

Staff does not recommend a hearing in this matter. 
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B ackmound 
Mountain Pass Utility company will provide wastewater collection for the proposed 6,200 
lot development of Saddlebrooke Ranch, near Oracle Junction. 

Wastewater treatment will be accomplished by a 1.2 million gallon per day (MGD), 
activated sludge process, which incorporates an anoxic reactor for de-nitrification. 
Additional filtration and disinfection will treat the effluent to a tertiary level. Effluent 
disposal will be by golf course and landscape irrigation, and also, at a later date, by either 
an NPDES surface water discharge permit or by aquifer recharge through percolation 
basins. Based on a typical sewage flow of 185 gallons per day, for peak day during peak 
month, the proposed wastewater treatment plant should adequately serve the 
development. 

Mountain Pass is requesting approval to issue up to $7,200,000 in common stock for the 
following capital requirements to serve customers in the first five years: 

Capital Items Amount 

Phase I WWTP (600,000 GPD) and recharge basins 
Initial collection system 
Initial lift stations, 2 each 
Effluent lines 
Land, 
Generator, vehicle and other equipment 
Engineering and Permits @ 10% 
Operating Losses 

$4,347,000 
$ 1,500,000 
$ 300,000 
$ 150,000 
$ 70,000 
$ 65,000 
$ 643,200 
$ 66,599 

Subtotal 

Total financing requested (rounded) 

$ 7,141,799 

$ 7,200,000 
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The above estimated capital costs appear to be reasonable and appropriate. 

If it is necessary to allocate engineering and permit costs, then those costs should be 
allocated proportionately by project cost to the first four capital categories (treatment 
plant, effluent lines, lift stations, and collection lines). 

The treatment of “operating losses” is deferred to the judgement of accounting and rates. 

AZ Dept of Environmental Ouality compliance 
Mountain Pass does not have any plant facilities in operation, and therefore there is no 
ADEQ compliance status at this time. 


